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Letter of Credits to Commercial Bank is an international trade settlement tool 
developed by the banking world and the business community to solve the conflicts of 
interest between the parties in international business transactions, which preferably 
solves the business credit crisis of both parties in business. Negotiation, one step in 
letter of credit transactions, greatly facilitates the financing of the beneficiary, as well 
as effectively expands the banking business. However, the “Uniform Customs and 
Practice for Documentary Credits” did not stipulate that issue in a comprehensive and 
specific manner. In particular, the definition of negotiation is not clear, and the 
theorists have not reached a consensus. Apparently, the confusion of the definition of 
negotiation inevitably leads to misunderstandings and disputes in the practice of other 
negotiation problems. Therefore, this paper starts from the study of the definition of 
negotiation to discuss the legal issues related to it. This paper consists of four 
chapters.  
The first chapter introduces the existing definition of negotiation of letter of 
credits and the practical problems caused by it. The concept of “giving of value” from 
UCP500 and the supplementary explanation of “undertaking an obligation to make 
payment” in Position Paper No.2 both failed to clarify the meaning. The term 
“purchase” proposed by UCP600 is not a theoretical explanation of the nature of the 
act of negotiation, which can easily lead to misunderstandings. In addition, the 
judicial practice and scholars of many countries have not formed a unified 
understanding of negotiation. This results in the fact that some banks cannot correctly 
identify their negotiating bank qualification, confusing the negotiation of letter of 
credits and other legal acts. At the same time, some courts may make different 
judgments on the same negotiation problem. 
The second chapter is about the new development of the definition of negotiation. 
The author thinks that there is a negotiation contract legal relationship between the 
beneficiary and the negotiating bank. The negotiating bank earns the negotiation fee 
and interest from the beneficiary by purchasing documents. The beneficiary receives 
the payment for goods in advance from the negotiating bank to achieve its financing 
needs. We can add the words, “the negotiating bank and the beneficiary are 
negotiation contract relationship”, in the definition clause of negotiation in UCP to 













 negotiation legal issues only from the perspectives of sale by documents or bill 
discount. 
The third chapter discusses the right of recourse of the negotiating bank. The 
author believes that, in the perspective of the negotiation contract, the negotiating 
bank‟s right of recourse is firstly based on the agreement in the letter of credits and 
the agreement in the contract. If there is no agreement, the negotiating bank may 
claim the right of recourse in accordance with the law of bill or negotiation contract 
itself. The negotiating bank‟s behavior of fault examination of documents merely 
excludes the right of recourse on the basis of the negotiation contract. When the 
issuing bank is unable to pay or maliciously dishonor, the negotiating bank can still 
exercise the right of recourse according to the law of bill. In the case of an invalid bill 
issued by the beneficiary, the negotiating bank has naturally lost the right of recourse 
from the law of bill.  
The fourth chapter focuses on the analysis of the negotiation in China‟s banking 
practice and judicial practice. First of all, the author analyzes the legal nature of 
outward bill, namely, the financing behavior of both borrowing and pledging, and 
points out the differences with the negotiation of letter of credits, in order to help 
some commercial banks in China to standardize the confusion acts. Secondly, through 
the analysis of typical cases, the author believes that the courts of our country hold a 
more positive attitude to the negotiation disputes. However, in the face of complex 
negotiation practice, the current judicial practice is nothing like enough, and the 
Supreme Court shall analyzes the negotiation matters involved in kinds of cases more 
thoroughly to guide the Chinese banks to carry out negotiating transactions more 
maturely. 
 





















ICC: International Chamber of Commerce 
国际商会 
UCP: Uniform Customs and Practice for Documentary Credits 
跟单信用证统一惯例 
UCC: Uniform Commercial Code 
美国统一商法典 
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